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	 	 Line	Cost	Expense	 	 14,749	
































































































































































































































































































































































































































































































































































	 	 Legal,	Warranty,	Etc.	Expense	 XXX	





















































































































































































































































	 	 	 Equity	Investment	 	 XXX	
	 	 	 	 Cash	 	 	 	 XXX	
When	the	investee	earns	income,	using	the	equity	method,	the	investor	earns	a				
portion	of	those	earnings	and	accounts	for	them	using	the	following	journal	entry:	
	 	 	 Equity	Investment	 	 XXX	





	 	 	 Cash	 	 	 	 XXX	
	 	 	 	 Equity	Investment	 	 XXX	
When	the	investee	reports	a	loss,	the	journal	entry	to	record	this	for	the	investor	is	
as	follows:	
	 	 	 Loss	on	Investment	 	 XXX	







	 	 	 Cash	 	 	 	 XXX	

























































































	 	 	 Equity	Income		 	 3,129	












	 	 	 Cash	 	 	 	 15,274	











































































































































































































	 	 	 Plan	Assets	 	 400	
	 	 	 	 Pension	Expense	 400	
This	doesn’t	account	for	the	estimated	value,	the	expected	return.		The	journal	entry	
below	reconciles	these	balances	(Actual	400-Estimated	500):	
	 	 	 OCI	(G/L)	 	 100	
	 	 	 	 Pension	Expense	 100	
The	amount	of	the	return	is	estimable,	so	that	estimate	helps	determine	the	amount	
of	pension	expense	during	the	period.		However,	a	company	cannot	put	the	
estimated	amount	into	the	asset	account,	simply	because	they	have	not	earned	that	
amount	yet.		This	is	why	there	is	a	need	to	reconcile	them	using	the	Other	
Comprehensive	(G/L)	account.		For	the	example	above,	the	actual	return	was	$100	
less	than	the	expected	return,	so	this	would	be	a	loss.		Pension	expense	also	uses	the	
expected	return	to	reduce	market-related	volatility	within	the	income	statement.	
5. Consider	Johnson	&	Johnson’s	pension	expense	detailed	on	page	61	of	the	
company’s	annual	report.	Note	that	the	company	uses	the	term	“net	periodic	
benefit	cost”	to	refer	to	pension	expense.		
a. How	much	pension	expense	did	Johnson	&	Johnson	report	on	its	2007	income	
statement?		
Johnson	&	Johnson	reported	$646	million	in	pension	expense	(net	periodic		
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benefit	cost)	during	the	year	2007,	according	to	Page	61	in	the	details	of	the	
costs	of	the	period.		This	amount	is	regularly	found	on	the	Income	Statement.	
b. Prepare	the	journal	entry	to	record	the	service	cost	and	interest	cost	portion	of	
the	2007	pension	expense.		
The	journal	entry	to	record	the	service	cost	and	the	interest	cost	during	
2007	is	below	(in	millions)	(Service	Cost	$597	+	Interest	Cost	$656):	
Pension	Expense	 	 1,253	
Projected	Benefit	Obligation			 1,253	
6. Consider	Johnson	&	Johnson’s	retirement	plan	obligation,	that	is,	the	pension		
liability,	as	detailed	on	page	62	of	the	company’s	annual	report.		
a. What	is	the	value	at	December	31,	2007,	of	the	company’s	retirement	plan	
obligation?	What	does	this	value	represent?	How	reliable	is	this	number?		
	 	 The	value	at	December	31,	2007,	based	on	page	62	in	this	case,	is	
$12,002	million.		This	is	found	across	from	the	title	of	the	account	“Projected	
Benefit	Obligation	–	end	of	year”	and	under	the	year	2007.		This	value	represents	
the	amount	of	liability	the	company	owes	(or	will	owe)	for	the	benefits	of	retired	
(or	future	retired)	employees.		This	is	their	liability	amount	that	they	are	hoping	
the	plan	assets	will	cover	so	that	the	company	will	not	have	to	contribute	more	
to	the	pension	obligation.		This	number	is	reliable;	however,	there	are	many	
estimates	related	to	it.		This	projected	benefit	obligation	is	based	on	actuarial	
assumptions.		These	assumptions	are	extremely	hard	to	calculate	and	estimate,	
so	there	is	not	100	percent	accuracy	when	estimating	this	obligation	(this	is	
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partly	why	there	are	gains	and	losses),	but	actuarial	assumptions	are	the	closest	
thing	to	the	actual	number	that	companies	are	able	to	calculate	and	depend	on	
for	their	financial	information.	
b. What	is	the	pension-related	interest	cost	for	the	year?	Compute	the	average	
interest	rate	the	company	must	have	used	to	calculate	interest	cost	during	
2007.	Does	this	rate	seem	reasonable?	Explain.		
	 	 The	pension-related	interest	cost	for	the	year	is	$656	million,	based	on	
Page	61	and	62.		The	average	interest	rate	(settlement	rate)	the	company	must	
have	used	to	calculate	interest	cost	during	2007	was	5.62	percent.		Interest	cost	
is	found	by	multiplying	the	settlement	rate	by	the	beginning	Projected	Benefit	
Obligation	amount,	amended	for	the	Prior	Service	Costs.		The	PSC	amendment	
amount	is	$14	million;	the	beginning	PBO	amount	is	$11,660	million.		Those	two	
added	together	equal	$11,674	million.		$656	million	divided	by	$11,674	million	
equals	the	settlement	rate	of	5.62	percent.		This	settlement	rate	seems	
reasonable	compared	to	the	discount	rates	found	on	Page	61.		The	U.S.	discount	
rate	is	6.5	percent	and	the	international	rate	is	5.5	percent.		5.62	percent	is	in	
the	middle	of	both	of	these	rates,	so	it	is	very	reasonable	compared	to	the	
verified	rates	of	the	U.S.	and	international	discount	rates.	
c. What	amount	of	pension	benefits	were	paid	to	retirees	during	the	year?	Did		
Johnson	and	Johnson	pay	cash	for	these	benefits?	How	do	the	benefits	paid	
affect	the	retirement	plan	obligation	and	the	retirement	plan	assets?		
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Johnson	and	Johnson	paid	benefits	of	$481	million	during	the	year	of	
2007	based	on	Page	62.		The	company	did	not	pay	cash	for	these	benefits.		The	
Plan	Assets	account	funded	these	retirement	benefits.		These	benefits	paid	
decreased	both	the	retirement	plan	obligation	and	the	retirement	plan	assets.		
The	asset	account	was	decreased	because	the	benefits	were	from	the	Plan	
Assets	account,	so	the	increase	in	benefits	paid	decreases	what	was	in	the	Plan	
Assets	account.		The	Projected	Benefit	Obligation	was	also	decreased	since	the	
benefits	were	paid,	so	that	decreases	the	liability	of	the	company.			
7. Consider	Johnson	&	Johnson’s	retirement	plan	assets	that	is,	the	pension	plan		
asset,	as	detailed	on	page	62	of	the	company’s	annual	report.		
a. What	is	the	value	at	December	31,	2007,	of	the	retirement	plan	assets	held	by	
Johnson	&	Johnson’s	retirement	plan?	What	“value”	is	this?		
	 	 The	value	at	December	31,	2007	of	the	retirement	Plan	Assets	account	
held	by	Johnson	and	Johnson	was	$10,469	million	based	on	Page	62.		This	value	
is	the	amount	still	left	in	the	Plan	Assets	account.		This	account	is	used	to	fund	
the	pension	obligation	and	pay	the	benefits	of	retired	employees.		Based	on	the	
information	given,	this	fund	is	underfunded	since	the	Projected	Benefit	
Obligation	in	2007	is	$11,660	million	and	the	assets	to	back	that	amount	up	is	
only	$10,469.		Either	the	return	on	the	investments	will	eventually	make	up	that	
slack	or	the	company	will	have	to	contribute	to	the	fund	in	order	to	give	the	
employees	what	was	promised,	assuming	all	estimations	of	the	liability	are	
correct.	
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b. Compare	the	amount	of	the	expected	return	on	plan	assets	to	the	amount	of	
the	actual	return	during	2006	and	2007.	Are	these	differences	significant?	In	
your	opinion,	which	return	better	reflects	the	economics	of	the	company’s	
pension	expense?		
	 	 The	actual	return	amount	for	2007	is	a	$743	million	increase	to	the	Plan	
Assets	account.		The	expected	return	was	$809	million.		The	estimate	was	an	
overestimate	of	the	return	amount,	which	results	in	a	loss	of	$66	million.		In	the	
year	2006,	there	was	an	underestimate	of	the	return	of	$265	million,	due	to	the	
actual	return	being	$966	million	and	the	expected	return	being	$701	million.		
The	gain	of	$265	million	and	loss	of	$66	million	is	significant	because	there	was	
only	one	period	in	between	these	large	differences.		In	my	opinion,	the	actual	
return	better	reflects	the	economics	of	the	company’s	assets,	but	the	expected	
return	better	reflects	the	Pension	Expense	since	that	is	the	amount	that	affects	
Pension	Expense,	not	the	actual	return.	
c. How	much	did	Johnson	&	Johnson	and	their	employees	contribute	to	the	
retirement	plan	during	2007?	How	does	that	compare	to	contributions	in	2006?	
(See	page	63.)		
	 	 During	2007,	Johnson	&	Johnson	contributed	$317	million	and	its	
employees	contributed	$62	million.		These	amounts	are	found	under	the	
“Change	in	Plan	Assets”	title	on	Page	62.		In	2006,	contributions	from	Johnson	
and	Johnson	were	$259	million	and	contributions	from	employees	were	$47	
million.		Contributions	for	both	parties	seemed	to	increase	from	2006	to	2007.		
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This	could	possibly	be	because	more	employees	are	choosing	the	defined	
contribution	plans	instead	of	benefit	plans	and	that	would	cause	the	employer	
contribution	amount	to	go	up	also	in	order	to	match	an	amount	to	what	the	
employees	are	putting	in	to	the	fund.	
d. What	types	of	investments	are	in	Johnson	&	Johnson’s	retirement	plan	assets?		
Johnson	and	Johnson	used	debt	and	equity	securities	as	investments	for	
the	retirement	plan	assets	based	on	the	information	provided	by	the	case.		
These	investments	are	what	is	going	to	be	funding	the	pension	obligation	for	the	
company	to	be	able	to	pay	out	benefits	to	retirees.	
8. Is	the	company’s	retirement	plan	under	funded	or	over	funded	at	December	31,		
2007?	At	December	31,	2006?	Where	does	this	funded	status	appear	on	the						
company’s	balance	sheet?	
At	December	31,	2007,	the	company’s	retirement	plan	was	underfunded.		The	
retirement	plan	was	also	underfunded	at	Dec.	31,	2006.		This	funded	status	can	be	
found	beside	the	account	“Employee	related	obligations	(Notes	5	and	13)”	on	the	
balance	sheet.		The	plan	was	underfunded	by	$1,533	million	at	the	end	of	2007.	
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Case	Study	Eleven	
On	the	Balance	Sheet-Based	Model	of	Financial	Reporting	Case	
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Summary	of	the	Case:	
Kieso,	Weygandt,	and	Warfield,	the	writers	of	my	Intermediate	Accounting	
textbook	state	the	primary	objective	of	financial	reporting	is	“to	provide	financial	
information	about	the	reporting	entity	that	is	useful	to	present	and	potential	equity	
investors,	lenders,	and	other	creditors	in	making	decisions	about	providing	resources	
to	the	entity”	(Kieso,	Weygandt,	Warfield	40).		This	article	focuses	on	the	battle	
between	the	balance	sheet	approach	to	accounting	and	the	income	statement	
approach	in	trying	to	fulfill	that	objective.		Through	the	exploration	of	these	two	
approaches,	the	author	of	this	article	found	significant	flaws	of	the	balance	sheet	
method	that	FASB	has	accepted.		The	first	thing	I	did	for	this	case	was	read	the	
twenty-four-page	article	and	write	a	summary	on	it.		Through	reading	this	selection	
carefully,	I	learned	many	things	such	as	what	exactly	the	author	meant	by	these	two	
different	approaches	and	why	this	is	such	a	big	deal	to	explore.		I	learned	other	
things	like	the	Financial	Accounting	Standards	Board	(FASB)	and	the	International	
Accounting	Standards	Board	(IASB)	are	trying	to	rethink	and	restructure	basic	
conceptual	frameworks	so	that	the	emergence	of	the	two	standards	could	be	
possible.		After	summarizing	the	article,	I	discussed	how	this	article	changed	my	way	
of	thinking.		I	learned	a	lot	through	this	article,	such	as	the	things	listed	above	that	I	
will	carry	with	me	from	now	on,	but	the	biggest	thing	I	learned	while	reading	this	
was	the	importance	of	FASB’s	decisions	and	how	I	am	to	respond	to	the	standards	
they	set	in	place.		Before	I	read	this	article,	I	was	unaware	of	just	how	much	goes	
into	these	standards	that	I	am	learning	in	my	Intermediate	Accounting	textbook.		I	
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learned	about	how	most	companies	are	focused	on	their	earnings	and	how	the	
balance	sheet	approach	may	not	be	the	best	accounting	method	for	most	
companies	to	prioritize.		Next,	I	thought	about	my	future	career	and	about	how	this	
article	would	affect	my	career.		Again,	I	learned	many	things	from	this	article	that	I	
can	take	with	me	to	my	future	career,	such	as	respecting	the	FASB	and	all	the	work	
they	go	through	to	have	these	standards	in	place	and	the	need	for	appropriate	
accounting	methods	that	accurately	portray	business	functions.		I	also	thought	about	
how	the	FASB’s	and	IASB’s	convergence	could	possibly	be	in	my	future	at	some	
point.		I	pondered	how	exactly	that	could	make	my	job	easier	than	it	would	be	now	
with	two	separate	standards	to	follow.		I	am	glad	I	read	this	article	because	it	
opened	my	eyes	to	new	things	that	I	had	never	known	to	think	about	before.		I	have	
a	newfound	appreciation	for	accounting	research	and	could	see	myself	one-day	
participating	in	research	of	my	own.			
1. Read	and	thoroughly	summarize	the	attached	article.	
Before	the	introduction	to	this	article,	the	writer	starts	off	giving	the	readers	an		
overview	of	what	the	article	is	about	and	some	of	the	topics	that	will	be	discussed,	
such	as	the	importance	of	earnings	for	a	company.		This	overview	begs	the	question	
of	what	a	“good”	model	of	financial	reporting	looks	like,	and	the	author	attempts	to	
answer	this	question	throughout	the	article.		The	introduction	to	this	article	starts	
with	telling	the	readers	about	the	FASB	and	IASB	reconsidering	their	conceptual	
frameworks	so	that	eventually,	once	everyone	agrees	upon	the	same	conceptual	
foundations,	they	can	begin	to	become	one	standard	that	all	accountants	and	
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readers	of	financial	statements	use.		This	introduction	stresses	the	need	for	a	correct	
foundation;	simply	agreeing	on	a	concept	for	the	sake	of	eventual	convergence	
could	be	harmful	instead	of	beneficial.		The	second	section	in	this	paper	describes	a	
background	and	history	of	current	developments	and	defines	the	balance	sheet	
approach	to	accounting	and	the	income	statement	approach	to	accounting.		Simply	
put,	the	balance	sheet	approach	holds	assets	and	liabilities	as	the	primary	goal	of	
financial	reporting,	whereas	the	income	statement	approach	holds	earnings	as	the	
primary	goal.		The	income	statement	approach	was	more	accepted	until	the	1970s	
when	FASB	had	to	decide	on	a	conceptual	foundation	and	chose	the	balance	sheet	
approach	because	it	“is	the	only	logical	and	conceptually	sound	basis	of	accounting”	
(“On	the	Balance	Sheet-Based	Model	of	Financial	Reporting”	6).	This	paper	states	
that	the	IASB	followed	in	FASB’s	footsteps	and	undertook	a	balance	sheet	approach	
as	part	of	its	framework,	partly	to	be	consistent	with	FASB.		The	next	section	of	this	
paper	addresses	four	main	critiques	of	the	balance	sheet	approach	to	accounting.		
The	first	critique	addressed	is	that	the	balance	sheet	approach	is	problematic	
because	it	does	not	accurately	portray	the	business	functions	of	most	companies.		
This	section	describes	that	the	balance	sheet	approach	ultimately	holds	assets	as	the	
main	source	of	value	to	a	company,	when	in	reality,	most	company’s	operations	
(except	for	those	companies	whose	only	assets	are	marketable	securities,	for	
example)	are	what	produces	the	most	value	for	the	company.		Businesses	are	
concerned	with	earnings;	there	is	no	question	about	it,	and	the	earnings	are	coming	
from	the	day-to-day	operations,	not	the	occasional	selling	of	Property,	Plant,	and	
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Equipment.		This	is	not	to	take	away	from	the	value	of	the	PPE	or	Inventory	or	any	
other	asset	that	a	company	holds,	but	those	things	are	not	essentially	what	makes	
money	for	a	company.		One	major	point	in	this	section	is	that	most	businesses	follow	
an	income	statement	mode	of	operations,	and	consequently,	manage	their	
businesses	following	an	income	statement	approach.		The	main	problem	here	is	that	
after	knowingly	following	the	income	statement	approach	for	operations,	they	turn	
around	and	follow	the	balance	sheet	approach	for	financial	reporting	purposes.		The	
second	critique	states	that	the	“alleged	conceptual	superiority	of	the	balance	sheet	
is	unclear”	(“On	the	Balance	Sheet-Based	Model	of	Financial	Reporting”	14).		This	
addresses	FASB’s	attempted	separation	of	assets	and	income.		These	two	are	clearly	
related;	when	there	is	an	asset,	there	is	generally	income	produced	from	that	asset.		
When	there	is	income,	there	is	generally	an	asset	that	backs	up	that	flow	of	income.		
This	critique	enforces	the	idea	that	one	cannot	be	more	superior	than	the	other,	but	
the	author	states	that	the	income	statement	approach	is	the	most	practicable	to	
use.		The	third	critique	introduces	the	idea	that	balance	sheet	accounting	might	be	
partly	to	blame	for	the	decrease	in	usefulness	of	earnings.		Since	investors	primarily	
use	earnings	to	evaluate	the	success	of	prospective	investments,	it	is	important	to	
have	this	information	reported	properly	so	that	it	can	influence	decisions.		However,	
because	the	balance	sheet	method	has	produced	a	decrease	in	the	usefulness	of	
earnings,	earnings	today	are	less	useful	to	predict	future	earnings.		The	fourth	and	
final	critique	of	the	balance	sheet	approach	to	accounting	is	that	it	relies	heavily	on	
discretion	and	estimates	of	assets.		If	the	success	of	a	company	relies	on	estimates,	
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then	the	validity	of	the	reports	could	be	in	jeopardy.		The	next	section	gives	a	few	
suggestions	about	what	a	“better”	conceptual	framework	for	accounting	might	look	
like.		The	author	mentions	a	need	for	a	distinction	between	operating	and	financing	
activities	on	all	financial	statements	which	would	mean	that	one	bottom	line	
number	that	supposedly	summarizes	the	entire	performance	of	a	company	would	
not	exist.		Another	suggestion	the	author	makes	would	be	to	make	the	matching	
principle	and	revenue	recognition	more	of	a	priority,	since	“matching	considerations	
are	at	the	very	core	of	how	businesses	are	run	and	create	value”	(“On	the	Balance	
Sheet-Based	Model	of	Financial	Reporting”	22).		The	conclusion	mentions	that	this	
paper	was	written	merely	to	spark	a	debate,	not	offer	one	solution	that	is	a	fix-all	for	
accounting	framework.		The	author	states	that	this	is	a	topic	that	will	be	debated	for	
years	to	come,	but	stresses	the	importance	of	getting	it	right.	
2. How	did	reading	this	article	change	your	current	way	of	thinking?	
Before	reading	this	article,	I	didn’t	realize	the	significance	of	the	two	different		
approaches	to	accounting.		I	knew	the	significance	of	the	balance	sheet	and	the	
income	statement,	but	it	never	occurred	to	me	that	one	was	more	important	than	
the	other	for	any	reason.		After	reading	this	article,	I	see	now	that	one	approach	will	
always	be	favored	over	the	other.		Through	this	article,	I	got	a	glimpse	into	all	of	the	
decisions	FASB	has	to	make	and	the	difficult	process	that	it	is	to	make	a	decision.		
From	simply	reading	these	standards	in	my	accounting	textbook,	I	never	really	took	
into	account	that	someone	has	labored	over	each	and	every	standard	I	am	learning	
about.		I	didn’t	realize	the	hours,	days,	even	years	of	debating	that	took	place	over	
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each	small	decision.		Also,	before	this	case,	I	didn’t	realize	that	the	FASB	and	the	
IASB	were	constantly	trying	to	converge.		I	knew	the	problems	surrounding	the	
difficulty	in	accounting	for	a	company	who	is	both	international	and	in	the	United	
States,	but	I	didn’t	realize	that	these	boards	were	trying	to	decide	on	the	same	
foundational	approaches	so	that	eventually	they	can	become	one.		This	article	also	
got	me	interested	in	the	researching	part	of	being	an	accountant.		Before,	I	had	
more	of	a	“do	what	the	standard	says”	way	of	viewing	things.		Now,	I	will	wonder	
why	one	standard	was	chosen	over	another	one	or	how	a	specific	decision	came	
about.		This	paper	gave	me	a	new	respect	for	people	who	spend	their	lives	devoted	
to	finding	new	and	improved	ways	of	doing	things.		I	know	that	this	article	has	the	
ability	to	influence	the	decisions	of	FASB,	but	I	also	know	that	there	are	so	many	
articles	like	this	one	that	never	even	reach	the	hands	of	the	board	members.		Each	
one	has	had	countless	hours	put	into	it.		Specifically,	from	this	article,	I	learned	the	
importance	of	how	a	company	reports	its	earnings	and	assets.		From	class,	it	is	not	
always	easy	to	separate	yourself	from	working	problems	including	net	income	or	
assets	and	actually	realizing	the	real	world	impact.		This	article	helped	me	
understand	the	actual	impact	that	these	numbers,	however	reported,	have	on	
people	such	as	investors.		Also,	this	article	brought	to	light	the	inconsistencies	in	
FASB’s	decision	to	adopt	the	balance	sheet	approach	over	the	income	statement	
approach	based	on	the	definition	that	earnings	is	a	change	in	value.		I	agree	with	the	
claim	that	one	needs	to	know	the	value	of	something	before	he	can	know	the	
change	in	value	of	it.		However,	the	author	of	this	article	points	out	that	assets	are	
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defined	as	probable	future	economic	benefits,	which	are,	in	essence,	earnings.		
Although	FASB	does	its	best	to	account	for	things	fairly	and	consistently,	this	
inconsistency	is	merely	one	of	the	many	that	exist	in	our	accepted	standards.		
Because	of	this	case,	I	will	now	be	on	the	lookout	for	more	articles	such	as	these	so	
that	I	can	learn	about	different	approaches	to	accounting	standards	and	possibly	
come	up	with	some	of	my	own.	
3. How	will	you	use	this	information	in	your	future	career?	Be	thoughtful	and	
creative	about	the	situations	you	will	encounter	where	this	article	will	affect	your	
beliefs	and	the	way	you	carry	out	your	future	job.	
When	I	read	this	article,	I	was	convinced	that	this	constant	changing	of	standards			
and	ways	of	doing	things	would	be	a	headache	throughout	my	career.		While	that	
may	be	true,	I	now	realize	the	importance	of	it	in	my	studies	now	and	in	my	future	
career.		Ways	of	doing	things	will	always	be	changing;	people	are	always	finding	
newer,	better	ways	of	doing	things.		It	is	important	to	quickly	adapt	to	these	changes	
in	order	to	be	successful	in	the	accounting	profession.		Another	example	of	how	this	
will	affect	my	future	career	would	be	the	way	I	account	for	companies	who	are	both	
within	the	United	States	and	outside	of	it.		Since	I	have	not	had	much	experience	
with	accounting	for	businesses	internationally,	I	don’t	know	exactly	what	
accountants	for	these	companies	have	to	go	through	to	satisfy	two	different	
standards	boards,	but	I	could	imagine	it	to	be	a	lengthy	process.		Since	the	FASB	and	
IASB	have	been	trying	to	converge	since	2002,	a	future	where	there	is	only	one	
standard	for	both	the	U.S.	and	international	countries	could	be	possible	within	my	
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career.		This	would,	I’m	sure,	make	my	job	easier	because	of	the	fact	I	would	only	
have	to	follow	one	set	standard.		Also,	because	of	this	article,	I	will	always	be	
mindful	of	the	decisions	that	these	boards	are	slaving	over	every	day.		I	will	not	
simply	take	those	for	granted.		Starting	now	and	into	my	career,	I	will	also	make	it	a	
priority	to	understand	the	significance	of	each	decision,	not	simply	follow	it	without	
any	knowledge	of	the	decision.		From	this	article,	I	now	have	the	desire	to	read	more	
articles	and	learn	what	other	accountants	are	saying	about	these	decisions	and	
standard	changes.		I	also	would	one	day	like	to	be	able	to	influences	decisions	myself	
by	researching	certain	topics.		I	could	see	myself	someday	combing	through	certain	
tax	laws	trying	to	find	answers	to	my	questions	of	how	to	account	for	things	for	my	
clients.		Since	I	haven’t	had	any	on-the-job	experience	at	an	accounting	firm	yet,	I	
haven’t	necessarily	known	what	exactly	my	job	activities	would	look	like.		However,	
from	reading	this	article,	I	believe	I	have	a	great	chance	of	really	enjoying	my	career	
and	thriving	in	situations	that	allow	me	to	research	things	such	as	balance	sheet	
accounting	versus	income	statement	accounting	and	matching	expenses	to	revenues	
and	so	much	more.		The	one	thing	that	stood	out	to	me	in	this	article	was	the	
recurrence	of	the	idea	that	a	foundational	conceptual	framework	was	necessary	if	
any	decision	regarding	accounting	was	to	be	made.		This	stood	out	to	me	because	I	
think	that	it	is	most	definitely	important	to	be	on	the	same	page	with	colleagues	
about	clients	while	working	to	maximize	a	client’s	profitability.		It	is	also	important	
because	if	I	disagree	with	someone,	we	have	to	be	able	to	speak	about	the	issue	
with	the	same	goal	in	mind	of	helping	our	client.		Knowing	what	drives	a	company,	
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which	most	of	the	time	is	earnings,	is	important	to	focus	on	when	working	with	a	
client	to	ensure	that	I	am	doing	the	most	to	help	that	client	that	I	possibly	can.		I	will	
take	the	accounting	and	non-accounting	related	new	knowledge	that	I	learned	from	
this	article	to	my	future	career,	and	I	hope	to	be	a	better	accountant	because	of	this	
article	and	case.	
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Summary	of	the	Case:	
	 I	began	this	case	by	reading	an	article	called	“Non-GAAP	Performance		
Measures	–	Virtue	or	Vice?”	This	article	starts	by	explaining	what	exactly	a	non-GAAP	
performance	financial	measure	is.		A	non-GAAP	performance	financial	measure	is	a	
“number	representing	a	company’s	historical	or	future	financial	performance,	financial	
position,	or	cash	flows	that	excludes	amounts	otherwise	included	in…the	most	directly	
comparable	U.S.	GAAP	measure”	(Afterman	48).		By	using	both	GAAP	financial	reporting	
and	non-GAAP	financial	reporting,	companies	believe	that	these	both	give	investors	a	
better	understanding	of	the	company	better	than	just	GAAP	financial	reporting	alone	
could.		After	all,	the	GAAP	financials	of	a	company	are	not	the	only	important	measures	
of	what	makes	a	successful	company.		By	companies	giving	more	information	about	
things	such	as	losses	on	debt	extinguishments	and	stock	compensation,	investors	are	
getting	information	that	they	never	would	have	known	if	it	weren’t	for	these	non-GAAP	
financials.		The	article	mentions	some	obvious	drawbacks	in	using	non-GAAP	financial	
measures	such	as	it	makes	companies	incomparable.		Not	everyone	will	report	the	same	
things	in	their	non-GAAP	financial	measures	because	there	are	no	specific	items	that	
may	be	properly	included	or	excluded,	and	it	is	time	consuming	to	go	through	and	figure	
out	where	those	numbers	are	actually	coming	from.		The	article	also	addresses	the	fact	
that	regulators	are	finding	it	difficult	to	name	what	these	non-GAAP	measures	should	be	
referred	to	as.		This	case	deals	directly	with	the	non-GAAP	financial	measures	of	Google,	
Inc.		After	reading	this	article,	I	read	the	excerpts	from	the	press	release	of	Google’s	
2013	fiscal	year	results	in	the	case	documents	and	reviewed	the	statements	
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accompanying	this	press	release.		The	press	release	gave	valuable	information	as	to	
what	non-GAAP	financial	measures	Google	used	for	these	earnings	amounts	and	why	
they	use	them	and	believe	they	are	important	for	investors	to	know.		The	first	question	
asked	about	these	non-GAAP	measures	and	asked	me	to	find	the	adjustments	Google	
made	and	to	decide	if	I	agreed	with	these	adjustments	or	not.		The	second	question	
asked	me	to	read	and	interpret	the	charts	given	on	page	14	of	the	case.		The	first	chart	
shows	Google’s	stock	price	from	the	beginning	of	2013	through	the	beginning	of	2014.		
The	second	chart	is	a	comparison	of	Google	stock	price	to	the	NASDAQ	Index,	or	the	
average	of	the	market.		Next,	I	determined	if	the	market	perceived	the	earnings	report	
in	the	press	release	included	in	this	case	as	“good	news”	or	“bad	news.”		Next,	I	read	an	
article	from	the	Wall	Street	Journal	from	January	30,	2014.		The	information	in	this	
article	pertained	to	projected	earnings,	actual	earnings,	and	how	Google	is	shifting	some	
things,	such	as	advertisements,	due	to	different	demands	from	changing	technology.		I	
responded	to	what	this	article	mentioned	about	potential	concerns	for	investors	and	
why	I	think	Google	stock	market	price	has	continually	grown.		This	case	taught	me	so	
much	about	the	stock	market	and	how	to	interpret	non-GAAP	financial	measures.		I	had	
never	thought	about	many	non-GAAP	items	simply	because	I	am	still	learning	all	of	what	
GAAP	requires.		It	is	interesting	to	learn	about,	though,	since	I	know	that	GAAP	doesn’t	
have	all	the	answers	to	why	a	business	was	successful	or	why	it	wasn’t.		There	are	many	
factors	to	success	and	non-GAAP	financials	provide	a	clearer	picture	of	the	whole	
business	better	than	GAAP	financials	can	on	their	own.		I	realized	how	important	it	was	
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to	combine	these	two	and	to	use	both	of	them	to	make	an	informed	decision	about	how	
the	business	is	to	make	changes	for	the	betterment	of	the	company.			
1. Read	the	excerpts	of	the	press	release	titled	“Google	Announces	Fourth	Quarter	
and	Fiscal	Year	2013	Results”	and	review	Google’s	operating	performance	reported	
in	the	statements	of	income	accompanying	the	press	release.	
a. The	press	release	includes	information	about	non-GAAP	financial	measures	for	
the	fourth	quarter	of	2013.	Consider	the	table	that	reconciles	GAAP	measures	
to	the	non-GAAP	measures.	What	explains	the	difference	between	GAAP	net	
income	and	the	non-GAAP	equivalent?	Do	you	agree	with	each	of	Google’s	
adjustments	in	computing	non-GAAP	earnings?	Why	or	why	not?		
Based	on	the	chart	on	page	13	of	this	case,	there	are	a	number	of	
adjustments	that	are	calculated	and	applied	in	order	to	reconcile	GAAP-based	
net	income	to	the	non-GAAP	equivalent.		These	measures	include	the	calculation	
of	operating	margin,	the	elimination	of	stock-based	compensation	expense	and	
the	tax	effects	related	to	them,	the	elimination	of	restructuring	and	related	
charges	as	well	as	the	tax	effects	related	to	those,	and	the	elimination	of	net	loss	
from	discontinued	operations.		Stock-based	compensation	expense	recurs	and	it	
is	also	an	operating	expense.		I	agree	with	each	of	Google’s	adjustments	in	
computing	these	non-GAAP	earnings	because	in	the	press	release,	it	clearly	
states	that	these	non-GAAP	numbers	are	to	be	used	as	a	supplement	to	the	
consolidated	financial	statements	and	are	not	to	be	used	in	isolation	nor	are	they	
superior	to	the	GAAP-based	financials.		In	this	press	release,	it	also	states	that	
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management	uses	these	numbers	for	decision-making	and	for	comparability	
from	period	to	period;	these	things	might	have	been	overlooked	if	they	were	
simply	looking	at	the	GAAP-based	numbers.		On	page	10	of	the	case,	it	states,	
“Our	management	believes	that	these	non-GAAP	financial	measures	provide	
meaningful	supplemental	information	regarding	our	performance	and	liquidity	
by	excluding	certain	expenses	and	expenditures	that	may	not	be	indicative	of	our	
recurring	core	business	operating	results…”		Google	believes	that	these	numbers	
help	facilitate	decision-making	and	offer	insights	to	investors.		If	this	has	been	
proven	to	Google	as	beneficial,	and	they	are	presenting	a	reconciliation	between	
the	two	numbers,	then	I	believe	that	Google	should	be	able	present	that	
information.	
	 	 Also,	in	the	article,	“Non-GAAP	Performance	Measures	-	Virtue	or	Vice?”								
the	author	lists	some	of	the	most	frequent	items	added	to	or	deducted	from	net	
income	to	arrive	at	adjusted	EBITDA	such	as	restructuring	charges	and	stock	
compensation,	two	of	which	are	used	by	Google.		The	fact	that	these	are	so	
commonly	used	proves	that	these	numbers,	adjusted	for	these	items,	are	
beneficial	to	more	than	one	company.		It	also	presents	the	idea	that	without	
these	non-GAAP	numbers,	companies	would	only	be	looking	at	part	of	the	
information	that	they	have	the	ability	to	use.		Non-GAAP	financials	have	the	
ability	to	impact	decisions	of	management,	and	are	therefore,	important	
numbers	to	calculate	and	use.	
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2. Use	the	attached	stock-market	charts	for	Google	for	the	period	January	1,	2013,	
through	February	14,	2014,	to	answer	the	following	questions.		
a. Compare	Google’s	fiscal	2013	earnings	performance	with	the	movement	in	
Google’s	stock	price	over	2013.		
Without	actually	having	each	quarter’s	earnings	performance	amounts,	it		
is	hard	to	decipher	what	actually	caused	the	changes	in	Google’s	stock	price	over	
2013.		It	is	clear	to	see,	though,	that	at	the	end	of	most	quarters,	there	was	a	
spike	in	the	price	of	the	stock.		When	the	financial	earnings	performance	of	
Google	was	released	each	quarter,	there	seemed	to	be	something	investors	liked	
and	wanted	more	of,	hence	the	increase	in	price	of	the	stock.		This	sudden	
attraction	to	Google	stock	could	be	linked	to	a	number	of	different	factors.		This	
very	well	could	be	from	the	non-GAAP	financial	information	that	Google	
presents	to	investors	that	makes	the	company	look	more	attractive	to	invest	in.		
It	could	also	be	strictly	from	the	net	income	amount	that	was	presented	that	
made	investors	want	to	invest	in	Google.		Whatever	the	reason,	Google	stock	
price	is	overall	increasing	each	quarter.			
b. Compare	Google’s	2013	stock	price	performance	with	the	performance	of	the	
broader	set	of	firms	trading	on	the	NASDAQ	exchange	(that	is,	the	NASDAQ	
index).		
By	looking	at	the	second	chart	on	page	14,	we	can	clearly	see	that	the		
Google	stock	is	doing	better	than	the	average	company.		The	red	line	represents	
the	NASDAQ	Index,	or	an	average	of	the	stocks	on	the	market.		The	blue	line	
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represents	Google.		Google	is	pretty	consistently	above	the	average,	which	tells	
readers	that	Google	stock	is	doing	pretty	well.		Also,	both	lines	are	pretty	steadily	
growing	upwards,	but	Google,	especially	in	the	last	quarter	shown,	is	doing	leaps	
and	bounds	ahead	of	most	companies.	
c. Based	on	the	stock	market	chart,	did	the	market	perceive	the	earnings	news	in	
Google’s	press	release	dated	January	30,	2014,	as	“good	news”	or	“bad	news”?	
Note:	the	press	release	was	made	available	after	the	close	of	trading	for	the	
day.	
It	is	a	little	fuzzy	where	exactly	the	arrow	is	pointing	to	in	this	chart,	but	I		
believe	that	no	matter	what	exact	amount	it	is	meant	to	be	pointing	to,	Google	
stock	price	is	increasing.		There	looks	to	be	a	slight	dip	in	stock	price	after	
Quarter	4	earnings	was	released;	however,	Google	must	have	quickly	recovered,	
because	after	the	slight	dip,	stock	price	continued	to	increase	to	the	end	of	the	
chart.		I	would	say	the	press	release	presented	good	news	for	the	company	
because	even	if	there	was	something	that	caused	stock	price	to	go	down	for	a	
few	days,	it	was	quickly	fixed,	and	stock	price	continued	to	grow	on	into	2014.		It	
couldn’t	have	been	very	bad	news	or	the	stock	price	would	not	have	recovered	
so	quickly.	
3. Read	the	Wall	Street	Journal	article	from	January	30,	2014	titled	“Google	Reports	
Higher	Profit.”		
a. According	to	the	article,	how	did	Google’s	fourth	quarter	revenue	and	earnings	
compare	to	the	consensus	analyst	forecasts	at	the	time	of	the	earnings	press	
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release?	Are	these	relations	consistent	with	the	positive	stock	market	reaction	
following	the	press	release?		
According	to	the	article,	revenues	for	the	period	were	$16.9	billion	and		
the	projected	amount	was	$16.8	billion.		Revenues	were	higher	than	expected,	
so	that	was	great	news	for	investors,	which	would	make	sense	given	that	the	
stock	price	rose.		However,	earnings,	excluding	stock-based	compensation	and	
other	items,	were	$12.01	a	share.		Analysts	had	predicted	$12.20	a	share.		As	
disappointing	as	that	was	to	investors,	it	did	not	seem	to	affect	the	reaction	of	
the	stock	market	that	much.		Stock	prices	still	went	up,	even	though	non-GAAP	
net	income	was	down	from	projected.		We	don’t	know	the	projected	amount	of	
GAAP-based	income,	but	the	actual	amount	was	$3.38	billion,	which	was	an	
increase	from	the	year	before.		Perhaps	as	long	as	the	net	income	amount	was	
growing,	investors	were	happy,	and	that	kept	the	stock	price	up.	
b. What	other	factors	does	the	article	discuss	that	might	contribute	to	the	
market’s	positive	reaction	to	the	earnings	press	release?	Are	there	any	factors	
that	might	cause	investors	to	be	concerned	about	Google’s	recent	
performance?	
The	article	mentions	that	there	was	an	increase	in	ad	revenues,	namely	a		
31	percent	growth	in	clicks	on	the	company’s	search	advertisements.		This							
must	have	made	investors	happy;	however,	the	article	also	states	that	the	
amount	Google	receives	per	click	from	advertisements	has	declined	by	11	percent	
from	the	last	year.		This	is	most	likely	caused	by	the	shift	towards	social	media	
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and	the	“clicks”	being	on	smart	phones	instead	of	desktops.		This	could	be	a	
concern	for	investors,	but	it	seems	as	though	the	consistent	opinion	of	investors	
is	essentially	that	Google	will	figure	it	out.		Google	is	making	efforts	to	improve	
smartphone	capabilities;	they	have	made	progress	in	implementing	things	such	as	
image-based	ads	to	show	that	they	are	working	towards	a	solution	to	this	shift	in	
technology.		Aside	from	advertisement	revenue,	Google	is	doing	well	in	app	sales	
via	the	Google	Play	store	on	Android	devices.		Capital	expenditures	are	also	
growing	for	Google.		Also,	investors	and	analysts	were	more	likely	than	not	
thrilled	with	the	sale	of	Motorola.		This	potentially	eliminates	a	distraction	from	
android-focused	projects	and	boosts	Google’s	bottom	line.			
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